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Assessment Task 

Saving to invest in a business (Individual activity) (LO2 AS3)

Read the case study below and answer the questions that follow.

Sello and Sipho had a great business idea. They are both good at woodwork and decided to make toys from wood to sell as Christmas gifts. Wood is expensive, as are the tools and equipment needed for doing the woodwork. Both Sello and Sipho started saving their pocket money and after 6 months they both had R600. They both invested their money in the business and agreed that they would share the profits equally. They used their capital (R1 200) to buy wood, chisels, a plane, wood glue, lead-free paint and self-tapping screws. They worked hard every weekend and on Sundays they sold what they had at the local flea market. By the end of the first month they had R2 000 in their bank account. That meant that they had made a profit of R800! They divided the profit in two. Each of them earned R400 on their R600. That is a massive 66% return on their investment.

a) Explain why it was better for Sello and Sipho to put their pocket money in the business rather than in a savings account at a bank.







[1 mark]

b) What would have happened to Sello and Sipho’s investments if their business had made a loss? Could they afford to carry this risk?






            [2 marks] 

c) If they had put their money into a savings account, would there have been any risk?
[2 marks]

d) Was the risk worth their while? Please explain.





[1 mark]

                                                                                                                                  [Total: 6 marks]
Suggested Solutions 

	Question number
	Possible marks
	Solution


	1
	6
	(LO2 AS3)

a) If Sello and Sipho had put their money in a savings account at a bank, they would have earned something like 5% interest in one year. By investing it in their business, they earned 66% in one month. Their return on investment is much more than the interest you can earn on savings.  

                                                                                                      [1 mark]                                         
b) If their business had made a loss they would have lost their investments. They could afford to carry the risk, for losing their investments would not really have lowered their living standard. They could then learn from their mistakes and start again.                    [2 marks]
c) No, they would not have lost any money in a savings account. [1 mark]
d) Yes, the risk was worth their while. Their return was much higher than it would have been, had they put the money in a savings account. [2 marks]












